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Most research on financial development and economic growth focus on the topics 
of correlation, granger causality analysis and the impact of financial development on 
income distribution from the point of financial depth, while the conclusions include two 
opposite sides. Recently financial breadth in financial development was proposed by 
some economists. In consideration of significant regional difference in China, this paper 
thinks it is necessary to discuss the relationship between financial development and 
economic growth in China under the new frame that financial development is measured 
by dual dimensions: financial broadening and financial deepening. 
To begin with, based on the longitudinal renovation-growth model, this paper 
builds the theoretical model of financial development and economic growth. According 
to the two patterns of financial development, this paper analyzes the mechanism that 
financial development influences economic growth through technological progress. 
The conclusion shows that the closer the production technology of firms in an economy 
is to the frontier technology, the lower ratio of firms that choose to imitate, and the ratio 
of firms that choose to renovate is accordingly higher; On the contrary, more firms 
would choose imitation to enhance their productivity. It is also been concluded that the 
smaller the distance between current technology and the frontier one is, that is to say an 
economy with higher growth, the smaller the influence of financial broadening on 
economic growth and the case for financial deepening is just opposite. When the 
distance is longer, the impact of financial broadening on economic growth is larger and 
that of financial deepening is smaller. The empirical study based on the provincial panel 
data shows that the financial development of China has a significant and positive effect 
on economic growth, which is mainly from financial broadening, no matter where the 
region is, nationwide, eastern China (hence forth, ECN) or central and western China 
(hence force, CWCN). Financial deepening in CWCN does not show any significant 
promotion for economic growth. On the other side, the impact of financial broadening 
on economic growth decrease with the increase of regional development while financial 
deepening reverses. Comparatively speaking, the financial deepening in ECN promotes 
economic growth much more that financial broadening does while financial broadening 
















financial deepening does. 
This paper also pays attention to the panel threshold effect for financial 
development and economic growth. For one thing, the impact of financial broadening 
and financial deepening on economic growth is affected by the sole or dual panel 
threshold effect from itself and the triple panel threshold effect from economic growth. 
For another, the effect of economic growth on financial broadening and financial 
deepening is influenced by triple panel threshold effect from both economic growth and 
financial broadening or deepening itself. 
After that, this paper employs the systematic method of panel data model to test 
the stability of the relationship between financial development and economic growth. 
The panel cointegration analysis indicates that the long-term equilibrium between 
financial development and economic growth exist in the sample. The panel granger 
causality analysis based on “HNC” hypothesis says that the panel granger causality 
relationship between financial development and economic growth is bi-directional, and 
the other one based on panel ECM suggests the panel granger causality exists in short 
term and in long term. Pulse response analysis and variance decomposition based on 
panel VAR reveal the consistent conclusion vide supra. 
In consideration of income distribution as an important content in economic 
growth and development, this paper studies the role of financial development on urban-
rural income gap in China. The results conclude that financial broadening decreases the 
urban-rural income gap significantly while financial deepening will increase this gap, 
and the total effect of both improves the gap clearly. Specifically, financial broadening 
could promote the increase of both urban and rural income per capita while the function 
is larger for the latter. Financial deepening could promote urban disposable income 
insignificantly in statistics, but it will impede the increase of rural net income per capita. 
Under the joint mechanisms from financial broadening and deepening, financial 
development greatly decrease the urban-rural income gap in China. 
Based on the dual-dimension measurement for financial development from the 
point of financial broadening and financial deepening, this paper analyzes and tests the 
questions related to financial development and economic growth in China, offers new 
understanding for the opposite viewpoints for these questions among economists, and 
also proposes more targeted policy suggestions for financial development and economic 
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